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PERFORMANCE  AUDITS 

STAFF  LEGAL  COUNSEL 
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The   Legislative  Audit  Committee 
of  tlie  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Guaranteed 
Student  Loan  Program  of  the  State  of  Montana  as  of  June  30,  1983, 
and  the  Statement  of  Revenues,  Expenditures,  and  Changes  in 
Fund  Balance  -Budget  and  Actual,  for  each  of  the  two  fiscal  years 
then  ended,  as  shown  on  pages  3  through  8.  Our  examination  was 
made  in  accordance  with  generally  accepted  governmental  auditing 
standards  for  financial  and  compliance  audits  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the  circum- 
stances. We  did  not  examine  the  Statement  of  Revenues,  Expendi- 
tures, and  Changes  in  Fund  Balance  -  Budget  and  Actual,  or  the 
Schedule  of  Changes  in  Financial  Position  for  the  fiscal  year  ended 
June  30,  1982.  This  statement  and  schedule  were  examined  by 
other  auditors  whose  report  thereon  has  been  furnished  to  us,  and 
our  opinion  expressed  herein,  insofar  as  it  relates  to  the  amounts 
included  on  the  above  mentioned  financial  statement  and  schedule, 
is  based   soley  upon  the  report  of  the  other  auditors. 

The  financial  statements  presented  are  only  for  the  Guaranteed 
Student  Loan  Program.  Accordingly,  the  accompanying  financial 
statements  are  not  intended  to  present  fairly  the  financial  position 
of  the  Office  of  the  Commissioner  of  Higher  Education  as  of  June  30, 
1983  or  the  results  of  its  operations  and  changes  in  its  fund 
balances  for  the  two  fiscal  years  then  ended,  in  conformity  with 
generally  accepted   accounting   principles. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  the  Balance  Sheet  and  the  Statement  of  Revenues, 
Expenditures,    and   Changes   in    Fund    Balances   -    Budget  and   Actual, 


present  fairly  the  financial  position  of  the  Guaranteed  Student 
Loan  Program  as  of  June  30,  1983  and  the  results  of  operations 
and  changes  in  fund  balances  for  each  of  the  two  fiscal  years  then 
ended,  in  conformity  with  generally  accepted  accounting  principles 
applied  on   a  consistent  basis. 

Our  examination  and  the  examination  of  other  auditors  was 
made  for  the  purpose  of  forming  an  opinion  on  the  basic  financial 
statements  taken  as  a  whole.  The  accompanying  Schedule  of 
Changes  in  Financial  Position  is  presented  for  additional  analysis 
and  disclosure  purposes  and  is  not  a  required  part  of  the  basic 
financial  statements  for  the  Guaranteed  Student  Loan  Program. 
This  schedule  has  been  subjected  to  the  tests  and  other  auditing 
procedures  applied  in  the  examination  of  the  basic  financial  state- 
ments described  above,  and  in  our  opinion  is  fairly  stated  in  all 
material  respects  in  relation  to  the  basic  financial  statements  taken 
as  a  whole. 


Respectfully  submitted, 


imes   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 


September  23,    1983 


Approved : 

Robert   R.    Ring«;\jood 
Legislative  Auditor 


COMMISSIONER  OF  HIGHER  EDUCATION 

GUARANTEED  STUDENT  LOAN  PROGRAM 

BALANCE  SHEET 

JUNE  30.  1983 


ASSETS 

Cash  in  Treasury 
Accounts  Receivable 
Due  from  Federal  Government 
Investments 

Accrued  Interest  Purchased 
Total  Assets 


$   84,260 

69,149 

64,431 

1,027,255 

321 

$1,245.416 


LIABILITIES  AND  FUND  BALANCE 


Liabilities : 
Accounts  Payable 
Accrued  Expenditures 
Due  to  Federal  Government 
Deferred  Revenue 

Total  Liabilities 


92,092 

295 

156,872 

746,115 

995,374 


Fund  Balance: 
Restricted  Income 
Guarantee  Fee  Income 
Total  Fund  Balance 


30,623 
219,419 
250,042 


Total  Liabilities  and  Fund  Balance 


$1,245,416 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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COMMISSIONER   OF    HIGHER    EDUCATION 

GUARANTEED   STUDENT    LOAN    PROGRAM 

NOTES   TO   THE    FINANCIAL   STATEMENTS 

JUNE   30,    1983 

1  .      SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 
A.       Description  of  Program 

The  state  of  Montana  Guaranteed  Student  Loan  (GSL)  Program 
is  located  in  the  Office  of  the  Commissioner  of  Higher  Education. 
As  a  Special  Revenue  Fund  it  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditure  for 
specified  purposes.  The  program  was  established  by  the  Office  of 
the  Commissioner  of  Higher  Education  in  fiscal  year  1981  to  coordi- 
nate and  administer  the  federally  insured  student  loans  issued  by 
various   lending   institutions  within  the  state  of  Montana. 

The  statements  presented  are  only  of  the  GSL  Program  and 
are  not  intended  to  present  the  financial  position  of  the  Office  of 
the  Commissioner  of   Higher   Education. 

B  .       Basis  of  Accounting 

The     financial     statements    were    prepared     using     the    modified 
accrual    basis    of    accounting.       Under   the    modified    accrual    basis    of 
accounting,    expenditures  are   recorded  on   the  basis  of  valid  obliga- 
tions.     Revenues  are  recorded  when   received   in  cash  unless  suscep- 
tible to  accrual. 

Revenues  are  susceptible  to  accrual  if  they  are  measurable 
and  available  to  finance  expenditures  of  the  fiscal  period  or  are 
not  received  at  the  normal  time  of  receipt.  Revenues  are  deferred 
if  material  and  are  received  before  the  "normal"  time  of  receipt  or 
if  received  for  a  particular  activity  and  the  expense  for  the  activity 
has   not  been   incurred   prior  to  fiscal   year-end. 

2.      EMPLOYEES'    RETIREMENT   SYSTEM 

The  Guaranteed  Student  Loan  Program  employees  are  covered 
by  the  Public  Employees'  Retirement  System  (PERS).  Under  this 
plan,     the     state    contributes    6.2  percent    of    an     employee's    gross 
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wages  to  PERS.  The  employee  contributes  6  pet'cent  of  his  gross 
wages.  The  GSL  program  share  of  PERS  for  the  two  fiscal  years 
ended  June  30,  1982  and  1983  was  $3,201  and  $4,819,  respectively. 
The  state's  policy  is  to  fund  accrued  pension  costs.  Based 
on  the  most  recent  actuarial  valuation  report  of  June  30,  1982,  the 
Public   Employees'    Retirement  System  was  actuarially   sound. 

3.       INVESTMENTS 

Investments    are    units     purchased     in     the    state    of    Montana's 
Short-Term    Investment   Pool   and   are   reflected   at  cost.      The  June  30, 
1983  balance   reflects  the  following: 

Number   of  Units  Cost  Market  Value 

1,112  $1.027,255  $1,017,957 


4.      PRIOR   YEAR    ADJUSTMENT 

Revenue  was  understated  in  fiscal  year  1982  by  $11,919. 
This  has  been  corrected  in  the  current  year  by  a  prior  year 
adjustment.   The  adjustment  is  as  follows: 

Understatement  of  Guarantee  Fee  revenue  $33,487 

Overstatement  of  Administrative  Cost 

Allocation  revenue  in  the  administrative 

accounting  entity  (987) 

Overstatement  of  Administrative  Cost 

Allocation  revenue  due  to  overestimate 

of  accrual  (36,905) 

Estimated  liability  established  for 

amount  owing  to  the  General  Fund 

and  the  Department  of  Education  $56,991 

Actual  liability  paid  to  General 

Fund  and  Department  of  Education  (40,667) 

Amount  that  should  have  have  been 

recognized  as  Administrative  Cost 

Allocation  revenue  in  fiscal  year 
1982  16.324 

Prior  Year  Adjustment  $11)919 


5.  FEDERAL  ADVANCES  PAYABLE 

The  program  has  received  $150,000  in  the  first  three  years  of 
its  operations  from  the  United  States  Government,  Department  of 
Education,  to  assist  the  program  in  its  start-up  stages.  These 
funds  are  restricted  in  their  use  and  may  be  recalled  by  the 
federal  government  if  the  reserve  maintained  by  the  program 
exceeds  certain  requirements.  At  June  30,  1983,  the  program's 
reserve  had   not  exceeded   the   requirements. 

6.  RESTRICTED  INCOME  FUND  BALANCE 

This  fund  balance  accounts  for  all  interest  earnings  on  the 
advances  discussed  in  Note  5  as  these  interest  earnings  must  be 
maintained  for  claim   payments  by  program   regulation. 

7.  ADMINISTRATIVE    COST    ALLOCATION    REVENUE 

The  fiscal  year  1983  Administrative  Cost  Allocation  revenue 
includes  $51,528  of  accrued  revenue  which  is  dependent  upon  the 
federal   appropriation. 

8.  NET    LOAN    LOSS    EXPENSE 

The  United  Student  Aid  Fund  (USAF)  pays  individual  lending 
institutions  for  any  loans  that  have  been  defaulted  or  are  unpaid 
due  to  the  death  of  the  borrower.  The  Guaranteed  Student  Loan 
(GSL)  Program  reimburses  USAF  for  the  amounts  paid  on  death 
and  default  claims.  The  GSL  Program  then  seeks  payment  from 
the  Department  of  Education  to  be  reimbursed  for  payment  to  USAF 
for  the  death   and   default  claims. 

The  extent  of  this  activity  for  the  past  two  fiscal  years  is 
shown   below: 


Death   Claims   Loss 

Death  Claims    Insured  by   the  Department 

of  Education 
Default   Claims   Loss 
Default   Claims    Insured  by   the  Department 

of  Education  (254,734)  (58,566) 


1983 

1982 

$34,448 

$27,392 

(34,448) 
254,734 

(27,392) 
58,566 

9.      NET    LOAN    RECOVERIES 

The  United  Student  Aid  Fund  (USAF)  seeks  collection  of  loans 
that  have  been  defaulted.  Upon  collection  of  all  or  a  portion  of  a 
defaulted  loan,  USAF  deducts  an  amount,  not  to  exceed  30  percent 
of  the  collected  amount,  as  a  collection  fee,  and  gives  the  balance 
to  the  Guaranteed  Student  Loan  (GSL)  Program.  Since  the  GSL 
Program  has  already  received  payment  for  the  defaulted  loan  from 
the  Department  of  Education  previously,  the  amount  of  the  net  loan 
recovery   is  owed   back  to  the   Department  of   Education. 

The  extent  of  this  activity  for  the  past  two  fiscal  years  is 
shown   below: 

1983  1982 

Loan    Recoveries    Received  $2,160  $515 

Loan    Recoveries  Owed  to  the   Department 
of   Education  (2,160)  (515) 


COMMISSIONER  OF  HIGHER  EDUCATION 

GUARANTEED  STUDENT  LOAN  PROGRAM 

SCHEDULE  OF  CHANGES  IN  FINANCIAL  POSITION 

FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  1983 


Sources  of  Working  Capital: 

Excess  of  Revenues  Over  Expenditures 
Federal  Advance 
Unearned  Guarantee  Fees 
Prior  Year  Adjustment 
Total  Sources 

Application  of  Working  Capital: 
Prior  Period  Adjustment 
Investments 

Total  Applications 

Increase  (Decrease)  in  Working  Capital 


1983  Total 

$125,525 
50,000 

266,178 
11,919 

453,622 


371,857 
371.857 


$  81,765 


1982  Total 

$  70,139 

50,000 

254,207 

374.346 


8,940 
398,139 
407,079 


$(32,733) 


Changes  in  Working  Capital  Items 

Increases  (Decrease)  in  Current  Assets: 
Cash 
Department  of  Education 

Administrative  Cost  Allocation  Receivable 
Department  of  Education 

Default  Claim  Receivable 
Department  of  Education 

Death  Claim  Receivable 
Reinsurance  Receivable 
Other  Receivables 
Due  from  MHESAC 
Accrued  Interest  Income 

Change  in  Current  Assets 

Increase  (Decrease)  in  Current  Liabilities: 
Trade  Account  Payable 
Department  of  Education 

Death  Claim  Payable 
Loan  Recoveries  Due  to 

Department  of  Education 
ACA  Overrecovery  Due  to 

Department  of  Education 
Due  to  Consolidated  Entity 
Accrued  Expenditures 

Change  in  Current  Liabilities 

Increase  (Decrease)  in  Working  Capital 


$  48,999 

$  11,025 

(21,009) 

29,850 

38,488 

11,496 

9,146 

337 

87,457 

14,447 
(2,593) 

5,079 
57,808 

58,693 

30,633 

(2,711) 

2,711 

6,506 

366 

(6,703) 
(50,288) 
195 
5,692 

6,703 
50,288 
(160) 
90,541 

$  81,765 

$(32,733) 

